



























































































































































































































































Demand studies to quantify the size of the market for financial products represented by
the six cells of the matrix on table 6.1, would be an essential precursor to design this
pilot project — as discussed under “Further Research” below. Such demand studies
would: (a) determine the market for each proposed home-finance product in the
colonia(s) to be served; (b) assess and determine the need for services to accompany
the loan, including homeownership counseling and technical assistance in designing and
budgeting home improvement; and (c) quantify true household incomes (by measuring
household expenditures as well as for asking for declarations of income).

5. RECOMMENDATIONS FOR FURTHER RESEARCH

This study, briefly describes the magnitude and complexity of the Colonias. To have
better results in any of the proposed initiatives, and pilot programs, it would be
necessary to have more detailed studies that should concentrate on the following:
Market conditions for entry level housing; renovation of existing homes; and
infrastructure costs of existing colonias.

a. Market/Project Design Study

Putting the recommendations of this report into practice for entry-level housing
production and housing microfinance to upgrade existing colonias would require a
market/program implementation study to design these pilot projects in detail. In addition,
a number of other areas call for further action-oriented*’ research. From lot and home
sizes, preferred and efficient materials to creditworthiness of the colonia residents.

b. Infrastructure Finance of Colonias

A study on infrastructure finance for upgrading of existing colonias logically follows this
report. This is the single largest cost of colonia upgrading and represents a substantial
public expenditure. This report found that U.S. jurisdictions typically lack a strategy for
upgrading the infrastructure of existing colonias. Instead, they usually take a piecemeal,
approach by funding the needed investments one at a time without coordination.
Alternatively, some jurisdictions ignore the whole subject, believing that colonias are a
temporary phenomenon that better planning and enforcement has now stopped.

As discussed in this report, colonias, in fact, continue to form (albeit at slower rates than
in much of the 1990s) and existing colonias continue to densify. Colonia formation and
densification is also highly likely to continue as long as low-cost entry-level housing
production remains miniscule relation to a rapidly growing low/moderate-income
population. Facing similar conditions, many medium-income countries (e.g. most of
Latin America) have developed methods to minimize the costs of colonia formation, and
effectively upgrade existing colonias.

7 Although the literature on colonias is now fairly large, little of this material analyzes and details the
design and requirements of feasible programs.
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Hence, a study could: 1) analyze the colonia infrastructure-finance challenge and
estimate its cost®; 2) look at the methods used in the U.S. and middle-income countries
to finance infrastructure upgrading; and 3) make program and policy recommendations.
The observations in the brief infrastructure-finance section of this chapter can serve as
hypotheses for this research.

c. Low-cost Entry-level Housing Alternatives

Nine out of ten U.S. homeowners still live in a detached single-family housing. Until very
recently, detached Single Family Housing held unchallenged dominance in the U.S.
housing market, and alternatives were often shunned as inferior assets and
unmarketable. The run-up in housing prices of the late 1990s has changed this picture
dramatically. Over the last year, the production of lower-cost condominiums and town
homes has exceeded that of detached Singe Family Housing in many metropolitan
markets, and condominiums and town homes have appreciated at double the rate of
detached Single Family Homes.*.

However, a wide and relatively unexplored range of other types of low-cost housing
solutions exist. Manufactured homes are the main low-cost alternative to town homes.
The core expandable unit is the main low-cost housing unit produced in many medium-
income countries, and may have application in the U.S., particularly along the border
with Mexico. New building technologies may permit the construction of homes in
modular fashion at much lower cost than previously. Accessory units are the least cost
way of adding to the housing stock in most metropolitan areas. Other types of housing
solutions that are very low cost and affordable to even poor households — such as
serviced sites with a humid core (lots with infrastructure and a bathroom, kitchen, and
multipurpose room attached) — may have niche uses in certain parts of the U.S,,
including along the U.S. border with Mexico.

One large study could examine not only methods and technology, but also the land-use
and development planning implications of a range of low-cost housing alternatives.
Alternatively, a series of studies could examine a sub-set of low-cost housing
alternatives for particular areas (such as the U.S. border with Mexico), and a final study
analyze the results and make overall program and policy recommendations.

6. CONCLUSION

The overall goal of improving the existing housing living standards in the colonias is a
daunting task that has to be confronted in many different ways. The Colonias dilemma is
not only an economic or housing problem, it also embraces education, culture, health

* In addition to surveying the existing literature on infrastructure provision to colonias, its database would
include a detailed analysis of the costs of upgrading the infrastructure of existing colonias versus the costs
of providing infrastructure to new development in order to determine the validity of a key conclusion for
colonia policy from international work: that upgrading the infrastructure of colonias costs two to three
times the amount of provision of this infrastructure to new residential development, and that this
infrastructure upgrading cost is borne almost entirely by government.

* Condos and townhomes appreciated at 15.1% from second quarter 2002 to second quarter 2003,
compared to 7.4% for detached SFHs nationwide. See “Condo Resale Rates Pass Houses” in Washington,
Post, August 30, 2003.
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and sometimes basic human needs. Although the purpose of this study is to identify
alternative finance mechanisms for housing in the Colonias, it is not simple to isolate
housing from all of the other issues the greatly affect the poor living conditions in these
impoverished areas of the US. However, this study focuses on the more limited topic of
existing housing characteristics, and potential types of programs on which HUD may
draw to improve the housing condition of colonias residents. The following issues listed
below will frame any efforts to provide workable programs for existing and would-be
colonias residents.

Colonias will continue growing: After witnessing the rapid growth of the Southern
Border States, the continuous immigration from Mexico and Latin America, and the
significant shortage of low to moderate income housing supply, the colonias will continue
to grow, maybe at a higher pace than before. There are no major efforts at the local
levels to slow down this growth, as it is felt that immigration is a Federal problem and
housing therefore must be handled by the Federal or private sectors. Local authorities
also see that the infrastructure improvements are slowly being financed by Federal and
State entities, relieving them of this responsibility.

Infrastructure vs. Housing: It is an irony that the same multimillion dollar capital
investments in water and wastewater systems, that are or will be completed in the next 5
to 10 years by other State and Federal entities, will fuel and promote colonias growth. As
lines are extended other developments will be established and the existing colonias will
densify as other residents move in. If this scenario continues, it is recommended that
HUD focus its resources only in the Colonias that have or will have basic infrastructure in
the near future. This will allow HUD to concentrate on housing programs rather
generating millions of dollars in infrastructure costs.

Re-finance Mechanisms: The first step towards developing affordable housing in the
colonias starts with the land title. The fastest and most significant progress to be made in
this issue is re-financing mechanisms to convert contracts for sale into warranty deeds.
Increasing the existing re-finance programs and commitment thorough CDC’s could be
greatly effective.

Manufactured Homes and New Technologies: The single highest cost of affordable
homes is its construction. The need to provide alternative housing technologies and the
introduction of acceptable financing for manufactured homes could greatly increase
affordable housing in the Colonias. Currently, colonia residents are accustomed to living
temporarily in a mobile home with the dream of building a permanent residence next to
it. The reality is that in many cases, due to the lack of finance mechanisms or clear land
title, the new home is never built for them but their siblings or relatives. The opportunity
of providing a higher level of manufactured home or financing of mobile homes with a
program that would permanently attach these residences to a foundation (thus making
them eligible for conventional financing) could be explored.

Financing, Who Qualifies?: With the majority of the residents earning in the $600 to
$1200 per month, subsidies and incentives could become large and ineffective. First it is
necessary to do further research as to the undocumented income in the colonias which,
if it is significant and can be demonstrated through expenditures on regular payments
(such as cell phone bills or rents), could enable additional residents to qualify for
financing. In any case, there is a significant (about a third) of residents that earn $ 1200
to $ 2000 per month, who, with flexible finance options as described in this report, could
qualify to finance an affordable home.
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APPENDIX A: METHODOLOGY

Data Analysis

ICF took the lead in the data analysis required for this study. Two datasets were used
for this analysis: Census 2000 and 2002 Home Mortgage Disclosure Act (HMDA) data.
Census data provided the basis for the demographic, economic, and housing
characteristics for selected places and Census tracts while HMDA data was used for the
analysis focused on current lending activity in selected Census tracts.

Numerous factors complicated the analysis. First, while Census 2000 data is available
by a variety of geographic boundaries — including tract, block group, place, and county,
HMDA data is available only at the Census tract level and therefore the Census tract
must be the unit of analysis in this section. Moreover, the tracts that are used in the
2002 HMDA dataset are 1990 Census tract boundaries.

The second factor complicating this analysis is the difficulty in matching colonia
boundaries to Census tract boundaries — particularly 1990 boundaries. As noted by
Ratcliffe (2001), the lack of a direct relationship between Census geographic units and
colonias areas creates significant challenges for researchers using Census data.
Typically, a colonia or a cluster of colonias are comprised only portions of at least one, if
not several, Census tracts. As a result, it is difficult to isolate residential lending activity
occurring purely within the colonias.

Another issue complicating this analysis is the changes in Census tract boundaries from
1990 to 2000. This issue is most critical in the comparison of HMDA data, which uses
1990 Census tract boundaries, with Census 2000 data which incorporates 2000
boundaries. Thus, there is some degree of error in comparing results from the analysis
of Census data with any results from an analysis of HMDA data of the same tract
number.*

This analysis was conducted in two steps. The first step looked solely at Census 2000
data. This first step was divided into two tiers. The first tier of analysis focused on
Census Designated Places (CDPs) or cities that were identified through interviews with
HUD Field Office staff, a Census official, and a local planner in California as
corresponding closely with colonia boundaries.® Through these interviews, 25 CDPs or
cities were identified as places with boundaries that closely mirrored those of one or a
series of colonias. This analysis is presented in the Background Material section of this
report.

In the second-tier of Census analysis, we first identified the 2000 Census tracts that
comprise each of the CDPs or cities used in the first-tier analysis.’® Forty-one (41)
Census tracts were identified through this process. We then identified a series of
variables that — based on literature — could be used to provide a good means by which to
separate tracts that are largely colonias from tracts that contain only a small portion of a

% Census 2000 tracts will be incorporated into HMDA starting with release of 2003 HMDA data in July
2004.

*! Interviews conducted with Angela Donelson and Esperanza Holguin, HUD Field Office Staff, Michael
Ratcliff, US Census Bureau; Daniel Cardona, Imperial County, CA Community & Economic Development.
> This process was completed using the “geo within geo” function of the American Fact Finder tool of the
US Census Bureau, http://www.census.gov.
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colonia settlement. The variables that were used as a proxy and the hypothesized
characteristic based on current literature are listed below:

Variables Used Hypothesized Characteristic for Colonias

Percent Population Hispanic/Latino High percentage of Hispanic/Latino population

Percent HHs Speak Primarily Spanish High percentage of households speaking primarily Spanish

Median HH Income Low median household income

Percent Population Living Below the Poverty

Line High percentage of individuals living below the poverty line

Percent Units that are Mobile Homes or RV or

boat, etc. High percentage of housing units reportedly mobile homes, RV, or boat
Percent Units Lacking Complete Plumbing High percentage of housing units lacking complete plumbing

Percent Units Lacking Complete Kitchen

Facilities High percentage of housing units lacking complete kitchen facilities
Median Gross Rent Low median gross rent

Owner-occupied mobile homes: Median value | Low median value of owner-occupied mobile homes

Owner-occupied housing units: Median value Low median value of owner-occupied housing units

Percent of Population Under 18 High percentage of population under the age of 18

Percent Population 16 years and over who did | High percentage of population 16 years or older reporting that they did
not usually work 35 or more hours per week not usually work 35 or more hours per week

Each Census tract was then assigned a ranking for each of the variables. In cases
where no cases were reported, the ranking was based upon only those cases in which
values were available. Rankings were structured so that a low rank score indicated that
the tract was more likely to contain a colonia settlement. The rankings for each Census
tract were then totaled and divided by the total number of variables for which data from
that Census tract was available. This ranking process allowed for several variables to
contribute to the extent to which the tract includes colonia settlements.

The 41 Census tracts were then placed in rank order according to their average score.
The 30 tracts with the lowest scores were then kept for analysis purposes, except in
cases where states reported more than 10 tracts. In these cases, we removed those
tracts with the highest score within that state so that no more than 10 tracts would be
included for any one state. As a result, 26 Census tracts were ultimately included in this
analysis.

Following the identification of these tracts, Census 2000 data was analyzed and
presented in the Background Materials section.

The second phase of this analysis looked solely at 2002 HMDA data. Because HMDA
data geography is based on 1990 Census tracts, we cross-walked the 2000 Census
tracts identified in the last phase of the analysis with 1990 Census tracts geography. In
three cases, the Census boundaries had been refined to create additional tracts in 2000
to cover an area that was covered by only one tract in 1990. In these cases, the one
tract was included in the HMDA analysis. Additionally, there were two cases in which a
2000 Census tract could not be reconciled with 1990 boundaries. These cases were
included in the Census analysis but, obviously, could not be included in the analysis of
HMDA data.
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APPENDIX C: FOCUS GROUPS, AND
INTERVIEW GUIDE

FOCUS GROUPS

There were 3 focus groups conducted under this study with a total of 50 participants:
Sunland Park, Dona Ana County, New Mexico; Montana Vista, El Paso County, Texas
and E! Progreso, Hidalgo County, Texas. The Interviews lasted two hours and there
were no handwritten material or questionnaires distributed to the participants. The
interviews were conducted in Spanish, in a familiar setting to them with the following
guideline or protocol:

INTERVIEW PROTOCOL

Purpose of our research: to investigate possible ways to improve colonias. Need your
help and ideas.

Names, introductions, from which colonia

Brief history of your colonia and your story

Views on infrastructure
Availability/method/source/cost of:
a. Water

b. Sanitation

c. Electricity

d. Roads

e. Drainage

f. Schools and community services

Likes, dislikes about colonia infrastructure

Priorities for infrastructure/service provision

Expectations/hopes for infrastructure provision

Community association/relation to local government

Involvement of other organizations in colonia: non-profits, state government, other?
Barriers to infrastructure provision

Ways to overcome barriers

What if staged over a period of time? Preferences for order of infrastructure provision.
Amount household would be willing to pay

Views on land and house

Source/cost/terms of finance of land

Source/cost/terms of finance of initial house

Sources/cost/terms of finance of improvement/expansion of house
Likes/dislikes about house

Priorities for improving home

Interest and ability to pay for loan to improve home

Interest and ability to pay for loan to refinance contract for deed
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Conclusion

What would a good colonia improvement program do?
Priorities for financing/improvement:

a. Infrastructure

b. Land/security of tenure

c. House

d. Schools/community services

Who should operate this program?

INTERVIEW GUIDE

Interviews of stakeholders were designed to elicit information on residential financing in
the colonias as well as other relevant information that the interviewees could contribute.
These were not formal, structured interviews, and the following areas are only to give an
idea of the kind of information that was obtained in the interview process.

Interviewee’s agency/business/organization’s involvement in colonia housing.

How colonia residents are paying for or financing land/lot purchase, housing
construction, housing renovation.

Why colonia residents are using these home finance mechanisms.

Familiarity with any lending programs, organizations, businesses, or agencies
that are assisting colonia residents to buy, build, or renovate their homes.

Comments (positive and negative) from colonia residents on housing finance
mechanisms.

Barriers faced by colonia residents.

Ideas or suggestions that could assist residents in obtaining financing at a
reasonable and affordable cost to purchase and/or renovate their homes.

Identification of who should take the lead in addressing home finance
mechanisms in the colonias and other entities that may participate.
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